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KEY ECONOMIC INDICATORS 
(All Values: US$ Mns.) 


1980 1981 


GNP at Current Prices 22,469 25,799 
GNP at Constant Prices 11,492 12,283 
Real Growth Rate 8.2% 6.9% 
Per Capita GNP (USS) 1,658 1,862 
Industrial Production Growth 7.8% 9.3% 
Labor Force (thousands) 5, 500 5,550 
Unemployment 5.3% 5.2% 


Money Supply (year-end) 4,244 4,789 

Increase in Money Supply 15.0% 12.8% 

Increase in Pricate Sector 27.9% Li«as 
Liquidity 

Inflation (CPI Increase 6.7% 9.6% 
for Peninsula only) 

Commercial Prime Rate 8.5-9.5% 8.5-9.5% 


Balance on Trade Account +2,052 -388 

Balance on Current Account -227 -2,503 

Balance on Capital Account +1,000 +2,915 

External Debt Service Ratio 1.8% 4.0% 
(year-end) 

Foreign Reserves (year-end) 4,598 4,374 


Commodity Exports: 
Petroleum 2,947 3,007 3,440 
Rubber 2,007 1,614 1,790 
Sawn Logs and Timber 1,650 1,497 1,610 
Palm Oil 1,225 1,308 1,528 
Tin 1,089 929 962 


Gross Exports 12,248 11,209 12,502 
Exports to U.S. 2,048 1,163 1,408 
Gross Imports 10,196 11,597 13,215 
Imports from U.S. 1,534 1,691 1,924 
U.S. Share in Imports 15.0% 14.6% 14.6% 


1981 figures are preliminary; 1982 figures are projections. 


Exchange rate: US$1 = M$2.3 


Source: Ministry of Finance, Economic Report, 1981/82; 
Malaysian Department of Statistics; 
Bank Negara of Malaysia Annual Report, March 1982 





The international recession continued to reduce foreign 
demand for Malaysian exports and resulted in slower growth 
for Malaysia during the first half of 1982. After an 8 
percent average growth rate during the 1970's, Malaysian 
growth slipped to 6.9 percent in 1981 and to about 5 percent 
in the first half of 1982. Given Malaysia's trade-oriented 
economy, in which half of production is exported and half of 
consumption is imported, Malaysia's first-ever balance of 
trade deficit in 1981 and an even weaker performance during 
the first quarter of 1982 had strong effects throughout the 
economy. Beyond the direct impact of declining export 
commodity prices on producers of tin, rubber, and petroleum, 
the $2.5 billion deficit in the current account for Malaysia 
during 1981 created periodic liquidity shortages in local 
capital markets, strained the financial status of numerous 
firms, and squeezed foreign trade-related GOM revenues, which 
still account for about one-third of GOM income. 


GOM Reacts to Economic Slowdown 


The GOM's reaction to the economic slowdown dominated the 
Malaysian economic scene during the first half of 1982. In 
mid-March, Deputy Prime Minister Musa Hitam announced a 


review of the progress achieved thus far under the Fourth 
Malaysian Plan (1981-85), with an eye towards increasing the 
impact of GOM programs on the rural and urban poor. Musa was 
anxious to ensure that a "safety net" be established to 
protect these individuals from further suffering caused by 
Malaysia's reduced growth picture. Shortly thereafter, the 
Central Bank of Malaysia issued its annual report for 1982, 
providing a cautious and down-beat forecast for the year. 
Central Bank economists noted that whereas counter-cyclical 
spending by the GOM was an appropriate policy for riding out 
short-term difficulties, the international recession was 
proving to be more severe and long-term than anticipated. A 
prolonged continuation of extensive deficit spending, 
symbolized by the GOM's largest-ever loan of $1 billion from 
the local capital market in February and a projected $3.5 
billion deficit for 1982, would risk inflation, transfer 
decision-making from private to public hands, and jeopardize 
Malaysia's recovery once the international recession abates. 


In late April, Prime Minister Datuk Seri Dr. Mahathir 
acknowledged that Malaysia would have to tighten its belt in 
light of reduced growth prospects and lower government 
revenues. Mahathir stated that projects with a lesser 
priority would have to be put on the back burner or scrapped 
entirely. In mid-June, a number of government commissions 
met in order to implement these budget cuts and to draft a 
less-ambitious 1983 budget. In introducing these consulta- 





tions, Finance Minister Tengku Razaleigh stated that he 
expected Malaysian growth to decline to an annual rate of 5 
percent for 1982. Budget reductions of about $1.7 billion 
for the remainder of 1982 were later announced, representing 
a 12 percent cutback in year-long spending. Defense and 
education sectors were slated for large cuts, although most 
of the specifics have yet to be elaborated. 


The GOM's acceptance that Malaysia is facing a difficult 
economic period and cannot continue its deficit spending 
indefinitely has been seen by local economists as a sign of 
the administration's pragmatism. Nonetheless, there remains 
a basic optimism within the GOM that appears to preclude the 
possibility of draconian budget cuts or a substantial 
tightening of trade policies. Officials point to the coming 
on-stream of liquid natural gas from the Bintulu (Sarawak) 
LNG project next year, the ability to expand petroleum 
production by 30,000-50,000 barrels per day almost at will, 
continued access to foreign loans at favorable rates, and a 
basic resiliency in an economy that is the world's leading 
Supplier of rubber, tin, and palm oil. It is expected that 
the current round of budget cuts will result in a more 
judicious eye towards spending and some belt-tightening, but 
that key industrial projects and socio-economic spending will 
continue. 


Malaysia's export shortfalls have resulted in a need for 
greater foreign borrowing. Over the past year, Malaysia has 
gone abroad for a $700 million Eurodollar credit, a $250 
million floating rate bond issue, a $250 million loan for the 
Bintulu LNG plant, an IMF Compensatory Finance Credit of $225 
million, and $160 million for aircraft purchases. In June 
1982, the GOM began negotiations for a $l billion loan, its 
largest foreign loan ever, including a tranche of $450 million 
based on the U.S. prime rate. The rate on this tranche is 
expected to be one-eighth percent above prime, with a nine- 
year maturity and a four-year grace period. This slim margin 
reflects considerable foreign confidence in Malaysia's 
economic future. Malaysia maintains foreign reserves equal 
to 4 1/2 months of imports. At the start of 1981, Malaysia's 
debt service ratio was an extremely low 1.9 percent. Even 
with large borrowings over the past year, this ratio is not 
expected to exceed 5 percent during 1982. Malaysia maintains 
good access to foreign supplier credits at concessional rates 
(such as the Japanese Eximbank financing of the $285 million 
for the Trengganu sponge iron plant at 8.75 percent) and 
development loans from the World Bank and the Asian Develop- 
ment Bank. While some bankers foresee some deterioration of 





Malaysia's terms as inevitable, especially if Malaysia is 
forced to seek an additional "jumbo" loan as expected later 
this year, foreign bankers continue to view Malaysia as one 
of the most credit worthy nations in Asia. 


In addition to reduced demand in OECD countries, Malaysia is 
also affected by continuing high interest rates abroad, 
especially in the U.S. Besides reducing the willingness of 
foreign firms to hold inventories, these rates have led to a 
general rise in interest rates in other world capital 
markets, most notably Singapore, and caused a flow of capital 
out of Malaysia, where interest rates are controlled by the 
government. Along with increasing the current account 
deficit, this puts additional pressure on the government- 
Supported ringgit. To the approval of most economists, the GOM 
announced in May 1982 that a one-shot major devaluation of 
the ringgit was not in the offing. Officials argued that 
Malaysia's difficulties arise from a weakening absolute 
demand in foreign markets and not a deterioration in the 
price competitiveness of its exports. In addition, the GOM 
recognized that a devaluation would undercut the image of 
Stability it projects to foreign investors, make repayment of 
large capial loans more expensive, and increase the cost of 


key industrial imports for which demand elasticity is low. 


Policies 


After a year in power, the Mahathir administration has 
displayed considerable continuity in its economic policies. 
The GOM has maintained the basic strands of previous 
policies, including: (a) pursuit of expanded economic 
opportunities for “bumiputras" (ethnic Malays and other 
indigenous races) under the "New Economic Policy"; (b) 
encouragement of development in the less developed East Coast 
and Borneo states through expanded rural development and 
dispersion of industrial projects; and (c) efforts to gain 
control over Malaysia's primary resources, highlighted by the 
August 1981 acquisition of Guthrie Rubber Estates by the 
GOM-controlled National Equity Trust (PNB) and the June 1982 
proposed take-over of Harrison Crosfield Estates. In pursuit 
of these goals, the GOM has projected an image of dynamism 
and efficiency. 


At the same time, two new phrases have entered the GOM's 
economic vocabulary: "heavy industry" and “look East.“ The 
Mahathir administration has sought to directly encourage the 
establishment of heavy industrial projects in Malaysia. This 
policy reflects the GOM's desire to reduce its reliance on 
foreign trade as the engine of growth during what is 
perceived as an increasingly protectionist era; and a concern 
over the 





current pattern of Malaysian manufacturing, which focuses on 
assembly of imported components (especially vehicles and 
electronic goods), processing of raw materials and imports, 
and substitution for light consumer imports. Among the 
projects being implemented or considered are two sponge iron 
plants, a cold-rolling steel mill, a methanol plant, the 
Asean ammonia-urea plant, two petroleum refineries, a 
paper-pulp plant, and expansion of cement facilities. 
Several energy and infrastructure projects are anticipated to 
service these industries. In general, these projects are to 
be constructed by foreign contractors on a turn-key basis. 


The “Look East" policy calls for the use of Japanese and 
Korean experiences as models for Malaysian development 
efforts and for closer economic relationships between these 
countries and Malaysia. Although this policy is still being 
thrashed out, the practical implications may eventually 
include a greater role for Japanese and Korean investment and 
contractors in Malaysia, expanded training of Malaysians in 
these countries, and greater transfer of appropriate 
technology. GOM officials have also expressed a desire to 
see Japanese industrial ideology and work ethics transferred 
to Malaysia. It should be noted, however, that this policy 
is not intended to discourage trade or investment links with 
the Western industrialized nations. 


Diversification: Petroleum and Manufactured Goods 


Malaysia has considerably diversified its production and 
export patterns. Despite its historical dependence on exports 
of tin and rubber, Malaysia's two leading exports are now 
petroleum and manufactured goods. In 1981, crude petroleum 
production accounted for about 12 percent of Malaysian GDP. 
Taxes on petroleum make up one-eighth of GOM revenues. 
Petroleum exports totaled $3 billion in 1981, with production 
of 260,000 bpd coming from 16 off-shore fields off the East 
Coast (43 percent), Sarawak (38 percent), and Sabah (19 
percent). Shell and ESSO produce petroleum under a 
production-sharing agreement with the GOM petroleum company, 
Petronas. With proven reserves of 2.5 billion barrels, 
Malaysia expects to remain a net petroleum exporter through 
the early 1990's. Exploration by Shell, ESSO, and 
Petronas-Carigali continues apace. ESSO has announced 
planned expenditures of $400 million for 1982, including 
construction of an on-shore facility in Trengganu, opening of 
new fields, and expansion of exploration. 


Malaysia has also moved rapidly to exploit its natural gas 
deposits, estimated at 36 trillion cubic feet. The $1.5 
billion Bintulu LNG plant should begin exporting to Japan in 
early 1983, and will eventually earn $1.2 billion per year 
for Malaysia. Gas deposits off Sabah and Trengganu will be 





used for electricity generation, and may fuel heavy 
industrial projects such as sponge iron plants, a methanol 
plant, and a copper and/or aluminum smelter. 


The Malaysian manufacturing sector has been one of the fastest 
growing sectors in the economy, with real annual growth 
topping 10 percent. Manufacturing now accounts for over $5 
billion per year, or 20 percent of GDP. By 1985, the sector 
should top agriculture as the leading contributor to 
Malaysian GDP. Over one-third of Malaysia's $2.6 billion 
manufactured exports in 1981 were electronic goods assembled 
in the Free Trade Zones of Penang and the Kelang Valley by 
foreign firms, including virtually every major U.S. 
electronic firm. Malaysia is the leading supplier of 
semiconductors to the U.S. Manufacture of other electrical 
and electronic goods, textiles, timber and rubber goods, and 
food products have also grown by impressive rates in recent 
years. Even for manufactures, however, declining OECD demand 
resulted in only a 7 percent increase in exports during 1981 
(compared to recent annual growth rates of about 30 percent), 
including an 18 percent decline in exports of semiconductors. 


Despite this diversification, Malaysia's continued dependence 
on commodity exports makes it vulnerable to world market 
price fluctuations. In 1981 and early 1982, commodity prices 
remained the weak link in the economy. Slack foreign demand 
brought about a year-long export price decline of about 45 
percent for rubber and about 20 percent for saw logs. 
Petroleum export prices have declined by almost 15 percent 
Since the start of 1981, compared to huge hikes in 1979 and 
1980. At the same time, export quantities of several key 
commodities have declined due to conservation measures and 
diminishing returns in production. This-.resulted in a 
decline in export value in 1981 to $12.4 billion, and a 
further decline of about 10 percent for the first quarter of 
1982 compared to the same period in 1981. On the other hand, 
Malaysian imports increased by almost 20 percent in 1981 and 
5 percent in early 1982, the result of the rising price of 
imports, increased imports of inputs for large industrial 
projects, and expanding demand for consumer durables. 
Malaysia experienced a large deficit in the services account 
in 1981, with the overall current account deficit estimated 
at $2.5 billion. 


The impact of commodity price declines on large numbers of 
relatively poor rubber smallholders and gravel pump miners 
has focused significant GOM attention on developments in 
these sectors. Malaysia is a participant in international 
price stablization agreements for rubber and tin. Although 
the International Natural Rubber Organization, headquartered 





in Kuala Lumpur, is still in the early stages, it is expected 
to contribute to long-term price stability for rubber and 
encourage increased cultivation and tapping. The U.S. is an 
active member of INRO, and cooperated extensively with 
Malaysia and other producer nations in establishing the 
organization. During the first half of 1982, low and 
declining rubber prices led the INRO Buffer Stock Manager to 
purchase rubber. Malaysia also participates in the Sixth 
International Tin Agreement, which entered into force in July 
1982. After an extensive inter-agency review, the U.S. 
government elected not to participate in the new agreement, 
although it has pledged to continue to cooperate on issues of 
common concern to tin producers and consumers. Low tin 
prices in the first half of 1982 led Fifth and Sixth ITAs to 
impose export quantity controls. 





Inflation arose as a problem for Malaysia in 1981, with the 
CPI rising 9.6 percent, compared to 6.7 percent in 1980 and 
an average of under 5 percent since the mid-1970's. 

Inflation derived primarily from the effects of foreign 
borrowing, bottlenecks in the productive sector, and a 17 
percent hike in import prices. The industrial belt of the 
West Coast, including Kuala Lumpur, Penang, and Johore Bahru, 
has been seriously affected by increased public utility and 
wage rates, as was the mining sector. During the first half 
of 1982, inflationary pressures have abated somewhat, due to 
relatively tight monetary policy by the Malaysian Central 
Bank, abating inflation abroad (thus reducing imported 
inflation), and the delfationary impact of reduced growth and 
balance of payments difficulties. Inflation for 1982 will 
probably remain about the 8 to 9 percent level. 


Growing labor shortages are also appearing, as the economy 
demands more managerial, skilled, and semi-skilled workers. 
The agricultural sector, which provides the primary source of 
employment, is facing labor shortages as workers are lured to 
better-paying factory positions and more attractive city 
life. The lack of technical skills necessary for 
implementation of large projects has led the GOM to rely 
increasingly on foreign contractors. 


In 1971, the Malaysian Government adopted the New Economic 
Policy (NEP), a twenty-year program designed to expand 
equity, employment, and educational opportunities for the 
economically disadvantaged bumiputras. The program does not 
seek to transfer wealth from one group to another, but rather 
to channel a greater portion of future growth towards the 
bumiputras, with a minimum of dislocation to the private 





sector. A key NEP goal is that by 1990, bumiputras will 
control 30 percent of Malaysia's corporate equity, other 
Malaysians 40 percent, and foreign interests no more than 30 
percent. This contrasts with a 4-34-62 breakdown respectively 
in 1971. Considerable progress has been achieved, both 
through the purchase of shares in private firm by GOM agencies 
on behalf of bumiputras, and as a result of the spread of 
economic progress throughout the population. Another NEP 

goal is that the employment structure should reflect the 
nation's ethnic composition. This translates into increased 
opportunities for bumiputras in managerial and technical 
positions. 


The GOM is firmly dedicated to NEP goals, and recognizes the 
role played by foreign investors in achieving the economic 
growth on which the policy is based. Regulations implementing 
NEP guidelines have been flexibly enforced. Foreign firms 
have generally come to accept the NEP as a reality in doing 
business in Malaysia, and recognize that achievement of its 
goals is vital to maintaining a favorable environment for 
their commercial activities in Malaysia. 


The Fourth Malaysia Plan (1981-85) was announced in March 
1981. In testimony to Malaysia's past economic success, the 
plan seeks to "maintain the momentum of development." The 
plan forecasts public development spending of $18.6 billion 
for 1981-85, including $9.9 billion for the economic sector, 
$4.1 billion for security, and $2.8 billion for social 
projects. New aspects of the plan include: (a) a substantial 
increase in private investment, while GOM spending declines 
in real terms; (b) promotion of heavy industry and 
resource-based manufacturing, with an implied shift away from 
labor-intensive industries; (c) a large hike in security 
spending, as the armed forces move from concentration on 
counter-insurgency towards a more conventional defense 
capability; (d) efforts to encourage development in the 
less-developed East Coast and Borneo states through 
dispersion of industrial projects and expanded rural 
development; and (e) a relaxation of the conservation-minded 
petroleum policy. 


The U.S. is a leading source of foreign investment in 
Malaysia, along with Japan, Singapore, the United Kingdom, 
the Netherlands, and Hong Kong. U.S. investment in Malaysia 
at mid-year 1982 is estimated at $2.0 billion, concentrated 
in petroleum production and distribution, manufacturing 
(including 19 plants assembling electronic components), 
banking, trading companies, insurance, and other services. 





Malaysia maintains a liberal investment code, with easy 
profit repatriation, accelerated depreciation, and possible 
tariff protection. The GOM is prepared to consider 
additional incentives for new foreign investment which 
contributes to national development in line with the NEP and 
the GOM's encouragement of growth outside the West Coast 
industrial belt. The GOM generally requires the formation of 
joint ventures, with the foreign investor limited to a 
minority interest. However, manufacture solely for export 
May receive approval for 100 percent foreign ownership. OPIC 
insurance for inconvertibility, expropriation, and war is 
available to qualified U.S. investors. 


In fall 1982, the Malaysian Industrial Development Authority 
(MIDA) will sponsor an investment mission to the U.S., 
seeking investments in processing and manufacture of raw 
materials produced in Malaysia (e.g., rubber, timber, and 
clay, advanced electronics equipment, precision instruments, 
aviation and avionics equipment, and oil-field equipment). 


The Association of Southeast Asian Nations (ASEAN) with its 
market of 250 million people has attracted many U.S. 
investors to the region in hopes of establishing a site for 
regional sales efforts. While ASEAN may eventually develop 
into a free trade area, intra-ASEAN trade is still subject to 
substantial trade barriers. Potential investors should 
ascertain the tariff and quota which may apply to their 
products, 


GOM statistics for 1981 show imports from the United States 
valued at about $1.7 billion, up 15 percent over 1980. This 
represents 14.6 percent of Malaysian imports, second only to 
Japan's 24 percent share. Malaysian exports to the U.S. 
consist primarily of semiconductors assembled at plants in 
the Free Trade Zones, crude petroleum, rubber, tin, palm oil, 
and simple manufactures. 


Substantial government outlays for infrastructure and other 
major projects should provide opportunities for U.S. 
exports. Allocations under the Fourth Malaysia Plan include 
$1.8 billion for transport, $940 million for energy, and $610 
million for telecommunications. Other sectors likely to 
provide export opportunities include defense, with increased 
spending for new bases and equipment; petroleum production 
and refining; and industrial projects to produce 
petrochemicals, cement, paper/pulp, iron, and steel. 
Significant demand will also exist for engineering and 
architectural services. 





Specific projects of possible interest to U.S. suppliers 
include: (a) oil refinery in Malacca, (b) Port Kelang thermal 
power station, (c) sponge iron plants in Sabah and Trengganu, 
(d) pulp and paper project in Sabah, (e) hydro-electric 
projects in Sarawak, including the Batang Ai dam, (f) port 
expansion in Penang and Pulau Lumut, (g) upgrading of the 
railway system, (h) a rapid transit system for Kuala Lumpur, 
(i) a coal conversion center, (j) ASEAN urea-ammonia project 
in Bintulu, and (k) an engineering support services complex. 


More details about these and other potential trade 
opportunities may be obtained in the May 1982 report: “Major 
Projects in Malaysia," and periodic updates on specific 
projects. These reports are available from the U.S. 
Department of Commerce in Washington, Commerce Department 
District Offices throughout the U.S., and the U.S. Embassy in 
Kuala Lumpur. 


Reflecting attractive export opportunities in Malaysia and 
ASEAN and growing U.S. interest, the U.S. Department of 


Commerce and the Embassy in Kuala Lumpur is planning an 
active schedule of trade promotion events to assist U.S. 
firms in their marketing efforts. On the schedule for Kuala 
Lumpur over the next year are:a Telecommunications Equipment 
Trade Mission (October 1982); a State of Iowa Trade Mission 
(February 1983); an Electrical Power Generation and 
Transmission Trade Mission (March 1983); an Industrial Safety 
and Security Catalog Show (April 1983); a Franchising Trade 
Mission (May 1983); and a Mining and Extraction Machinery 
Video-Catalog Show (September 1983). Scheduling for these 
events has not yet been completed, and some of the dates are 
still preliminary. Each of these missions and shows will 
visit other countries in the region. U.S. firms interested 
in an introduction to or expansion in the Malaysian market 
should contact the U.S. Department of Commerce in Washington 
or the nearest Commerce Department District Office for 
further information. 
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